Introduction: Federally qualified health centers (FQHCs), which must be governed by a patient majority, have historically struggled to remain financially viable while caring for a disproportionately low-income and uninsured population. Consumer governance is credited with making FQHCs responsive to community needs, but to the extent that patient trustees resemble the typical low-income FQHC patient, patient trustees might lack the capacity to govern, harming financial performance as a result. Thus, this study sought to empirically evaluate the relationship between FQHC board composition and financial performance. Methods: Using data from years 2002-2007 of the Uniform Data System and the Area Resource File, and years 2003-2006 of FQHC grant applications, FQHC operating margin was modeled as a function of board and executive committee composition, the interaction between them, general time trends, other FQHC and county-level factors, and FQHC-level fixed effects. Trustees were classified as representative (ie, low-income) consumers, nonrepresentative (ie, high-income) consumers, and nonconsumers on the basis of their self-reported patient status and occupation. Results: Each 10 percentage point increase in the proportion of representative consumers on the board is associated with a 1.7 percentage point decrease in operating margin. This effect becomes insignificant if any consumers serve on the executive committee. There is no significant relationship between the proportion of nonrepresentative consumers and operating margin. Conclusions: If consumers are given leadership roles on the board, consumer governance does not harm financial performance and may be beneficial enough in other respects to justify its being required as a condition of federal FQHC funding. Without such strengthening of the provision, consumer governance appears to harm financial performance and it is unclear from this study whether it offers other benefits that are significant enough to justify this financial risk.
Introduction
Federally qualified health centers (FQHCs) are a critical source of primary care for uninsured and low-income persons in both urban and rural areas. In 2010, approximately 19.5 million patients were treated at one of 8147 delivery sites operated by 1124 FQHC grantees. 1 By law, FQHCs must serve all without regard for their ability to pay. They also provide a variety of nonclinical enabling services, which, though vital to increasing access to care, are seldom reimbursed. Although FQHCs receive federal grants and enhanced Medicaid and Medicare payments, these funds often fail to fully offset the costs of the uncompensated care FQHCs provide. 2 Consequently, many FQHCs are struggling financially, with "more than half of all [FQHCs reporting] operating deficits in 1997, 1998, and 1999 ." 3 According to the Government Accountability Office, 40% of centers are generally successful, 50% are "viable but . . . experiencing some operational problems" and the organizational viability of the other 10% is in question as they contend with financial struggles. 4 Federally qualified health centers must also have a consumer majority governing board. This means that at least 51% of the trustees must be patients of the center, with at least one visit in the past 2 years. The board selects which services the community health center (CHC) will provide, sets the hours of operation, approves the CHC's budget, hires and oversees the executive director, and sets general CHC policies. 5 Although this requirement has been credited with making FQHCs more responsive to the needs of the communities and patients they serve, 6, 7 no consensus regarding the value of consumer governance has been reached. For all the examples of boards heading up successful centers, there are anecdotal cases of boards that have executed their fiduciary duty poorly, allowing centers to go deeply into debt, risking closure. 8 Prior studies suggest that consumers lack professional skills relevant to governance, 9, 10 may make programs less efficient, 11 and may ultimately be ineffective as trustees. [12] [13] [14] [15] Given that most FQHC patients are low-income, uninsured, and likely to be poorly educated, consumer trustees may indeed lack the expertise needed to govern effectively, and might contribute to making some FQHCs operate inefficiently.
Although the mission of caring for the underserved is a critical component of the FQHC model, it is equally important for FQHCs to remain solvent and competitive in today's complex health care system. Thus, this study sought to empirically evaluate the relationship between FQHC board composition and financial performance.
Methods
The data for this study come from years 2002-2007 of the Uniform Data System (UDS) and the Area Resource File (ARF), and years 2003-2006 of FQHC grant applications. Both the UDS and the ARF are compiled annually by the Health Resources and Services Administration. The UDS contains data on FQHC patient demographics and health status, staffing, scope and volume of services, number of delivery sites, caseload, and finances. The ARF contains data on community demographics, health care workforce, and infrastructure. These data sets were merged into a single analytic file using UDS identifiers and Federal Information Processing Standard codes.
As shown in Table 1 , the total number of FQHCs in operation increased in each year of the study period, from 843 grantees in operation in 2002 to 1067 grantees in operation in 2007. Together, this represents 5668 potential FQHCyear observations, with most FQHCs being observed repeatedly across years. Using established criteria, the analysis was limited to fully operational federally funded FQHCs by excluding centers without at least one full-time medical provider, at least one full-time administrative staff person, and fewer than 5000 annual encounters. 16 This resulted in the exclusion of 173 FQHCs. The 164 FQHCs located in the US Territories and Commonwealths were also excluded. FQHCs whose funding comes solely from non-CHC sources (eg, migrant health centers, health care for the homeless, etc) are subject to a waiver of the consumer governance requirement and 592 such FQHCs were excluded from the study. 17 Another 21 FQHCs were excluded because they reported receiving no federal funding. Two health centers reporting negative total costs were also dropped from the sample, because no fully operational center could accurately report negative total costs. This left a sample of 4716 FQHC-years for FQHC-level analyses representing 907 unique health centers. However, as shown in Table 1 , grant application data were only available for 71.4% of these FQHCs, further limiting the sample.
Using UDS data available for all FQHCs to predict the likelihood of an FQHC missing board data indicated that the sample was nationally representative of location, caseload, patient demographics, acuity, and payer mix, but that FQHCs with missing data are likely to have a higher operating margin. Specifically, each 10 percentage point increase in operating margin is associated with a 1.5 percentage point increase in the probability of having missing data. Although statistically significant, the practical significance of this difference is small, as a very large change in operating margin is required to generate a small change in the probability of missing data.
Using these data, operating margin was modeled as a function of board composition, executive committee composition, the interaction between them, general time trends, and other FQHC-and county-level factors in an ordinary least squares regression model with FQHC-level fixed effects. Because a delay between the composition of the board at any given time and the appearance of measurable outcomes resulting from the board's decision making is to be expected, the board composition variables are lagged by 1 year.
Operating margin was constructed by dividing total revenue minus total costs by total revenue. This measure is frequently used as an indicator of an organization's financial health 1, 18 and may be reduced by a focus on uncompensated care, enabling services, and other services patients need, but which are not well reimbursed. 19, 20 Board composition is defined categorically as the percentage of trustees at an FQHC composed of representative consumers (patients whose income is typical of FQHC patients), non-representative consumers (patients whose income is higher than most FQHC patients), and non-consumers. The methods for classifying individual trustees are based on their self-reported patient status in conjunction with the average annual income for their self-reported occupation and have been previously described. 21 The model controls for a variety of other factors at both the county and FQHC level. County-level factors include a binary indicator of metropolitan area, which has been both positively 16 and negatively 22 associated with financial performance; the per capita number of active nonfederal office-based physicians, which has been negatively associated with operating margin; 23 the number of short-term general hospitals and the number of FQHCs, which may drive demand and need for care as well as represent competition for the FQHC; and several measures of county demographics (percentage male, percentage non-white, percentage Hispanic) and socioeconomic status (per capita income, percentage uninsured, percentage unemployed), which have been negatively associated with FQHC financial performance. 20 Federally qualified health center-level factors include caseload, which has been positively associated with financial performance; 16 aggregate case-mix by age, gender, percentage non-white, and income (relative to the poverty level), which are likely to have a direct effect on organizational outcomes; a measure of chronic disease burden (percentage of encounters for diabetes, asthma, and/or hypertension), which has been negatively associated with financial performance; 16 the proportion of an FQHC's caseload by insurance status, which has been both positively 16, 18 and negatively associated with financial performance; 24 board size, which has been negatively associated with consumer influence; 25 the number of delivery sites an FQHC operates, which may have implications for organizational outcomes (R. Wells, J. Vasey, F. Lawrence, and R. M. Politzer, unpublished data); the number of full-time equivalent staff, which has been negatively associated with operating margin; 24 and the number of physicians as a percentage of total staff, which has been positively associated with financial performance. 16 A binary variable is included to indicate the presence of at least one physician on the board, because boards with a physician presence may operate differently than boards without physicians.
The composition of the board's executive committee (chair, vice chair, secretary, and treasurer) was modeled using 2 ordinal variables to count the number of representative and nonrepresentative consumers on the executive committee. These variables were interacted with the board composition variables to assess the moderating role of the executive committee on the relationship between board composition and operating margin.
Given available data for each FQHC grantee over multiple years, all the characteristics of an FQHC that do not change over time are controlled for by including fixed-effects dummy variables at the FQHC level. Such characteristics are strong predictors of FQHC outcomes. 24 After running the fixed-effects model, an F test, F(816, 1354) = 3.50, P < .0001, indicated that the fixed effects variables were jointly significant, meaning that fixed effects is preferred over ordinary least squares. A Hausman test was also performed, which confirmed that the fixed-effects model is preferred over random effects, χ 2 (42) = 64.00, P = .0159.
Heteroskedasticity and autocorrelation were identified with a White test, χ 2 (45) = 90.44, P = .00007, and a Wooldridge test for serial correlation in panel data, F(1, 272) = 10.954, P = .0011), respectively. 26, 27 Both are controlled for using robust clustered standard errors at the FQHC level.
To investigate the alternative that organizational performance may determine board composition, [28] [29] [30] an auxiliary regression was estimated in which board composition in year 2 is modeled as a function of organizational outcomes in year 1. [29] [30] [31] The results strongly suggest that organizational outcomes in one time period do not predict board composition 1 year later.
Results
The descriptive statistics for the sample appear in Table 2 . During the study period, an average FQHC with a staff of just more than 100 employees working at 1 of 6 delivery sites, saw almost 16 000 patients and nearly 62 000 encounters annually. Of these, 70% were either uninsured or enrolled in Medicaid, almost half (48%) had asthma, diabetes, or hypertension, and nearly half (49%) had incomes below poverty. From these data, it appears that there is almost no change in the average operating margin over the study period. Across all years, values of this variable range from −140.2% to 56.7% with a mean of −4.5%. An FQHC that "breaks even" would have a value of zero, whereas positive values indicate revenues in excess of costs, and negative values indicate costs in excess of revenues.
The results of the model to predict operating margin appear in Table 3 . The proportion of representative consumers on the board is negatively associated with FQHC operating margin, while there is no significant relationship between the proportion of non-representative consumers and operating margin. Specifically, for an FQHC with no consumers-either representative or nonrepresentativeon the executive committee, each 10 percentage point increase in the proportion of representative consumers on the board is associated with a 1.7 percentage point decrease in operating margin. Given an average operating margin of approximately −4%, an effect of this size could make the difference between an FQHC surviving or closing.
The effect of the proportion of representative consumers on the board is not so straightforward, however, if there are also consumers on the executive committee. Specifically, the effect of the proportion of representative consumers on the board on operating margin depends on the number of Therefore, at an FQHC with at least 3 consumers on the executive committee, regardless of whether they are representative or nonrepresentative in nature, the marginal effect of the proportion of representative consumers on operating margin will become slightly positive. However, the results of an F test indicate that for boards with at least one consumer-either representative or nonrepresentative-on the executive committee, the effect of the proportion of representative consumers on operating margin is no longer significant, F(3, 818) = 1.90, P = .128.
Additionally, 3 other variables were significant predictors of operating margin. These were the size of FQHC staff, whether an FQHC received public housing grant funds, and the proportion of non-white patients. In particular, each 10 additional full-time staff persons hired was associated with a 0.88 percentage point decrease in operating margin. This likely reflects the increased cost of hiring additional staff. Operating margin was 8.4 percentage points higher among FQHCs that received public housing grant funds as compared with FQHCs that received only CHC grant funds. It is not clear from these data whether this reflects an increase in revenue or a decrease in costs. Finally, each 10 percentage point increase in the proportion of non-white patients was associated with a 0.95 percentage point increase in operating margin.
Discussion
For the past 5 decades, FQHCs have exemplified what it means to be core safety net providers, rising to the challenge of providing primary care to some of the most vulnerable populations in the most underserved areas of the United States, while relying on extremely limited resources. It is tempting to attribute this success to consumer governance. However, the results suggest that-absent any consumers on the executive committee-a greater proportion of representative consumers on the board is associated with poorer financial performance as measured by operating margin. Robust standard errors are given in parentheses. *P < .05, **P < .01, ***P < .001.
In light of this, the consumer governance requirement should either be completely eliminated or considerably strengthened. There is evidence that consumer governance can be harmful to margin, and the deciding factor appears to be whether or not a board has consumers on its executive committee. It may be that FQHCs whose boards are dominated by nonconsumers are somehow less amenable to consumer involvement, and this may create a tense dynamic that makes the board and the organization less effective financially.
If efforts are made to strengthen the provision, such that consumers are given leadership roles on the board, then it seems that consumer governance does not harm financial performance and may be beneficial enough in other respects to justify its being required as a condition of federal FQHC funding. Without such strengthening of the provision, consumer governance appears to harm financial performance and it is unclear from this study whether it offers other benefits that are significant enough to justify this financial risk. At the very least, these results underscore the need for greater education and training of trustees to improve their competence with finances.
Strengthening the provision seems favorable, as the financial struggles faced by many FQHCs would be exacerbated if the consumer governance provision were eliminated and limited grant funds were spread over a greater number of organizations. Rather than reallocating current funds, serious consideration should be given to increasing the total amount of funding provided to all safety net institutions. Fortunately, recently enacted health reform legislation will expand the Medicaid program up to 138% of FPL, which would provide coverage (and reimbursement) for roughly 2 million currently uninsured FQHC patients (D. R. Hawkins, personal communication, 2009 ). Furthermore, the consumer governance provision is not the sole distinction between FQHCs and other safety net providers. For example, whereas FQHCs have a legally mandated option to treat all regardless of ability to pay, hospitals with ambulatory clinics face no such mandate, in many cases shielding them from the brunt of uncompensated care, even as they enjoy the advantage of tax-exempt nonprofit status. Likewise, because of the exceedingly high number of uninsured patients they serve, FQHCs have far less of an ability to cost-shift than providers that enjoy a more diverse payer mix. In the wake of the Affordable Care Act, FQHCs will continue to play a vital and expanded role; many newly insured individuals will face nonfinancial barriers to access and will depend on the unique services that FQHCs provide.
Limitations
The limitations of this study must be acknowledged. First, the UDS data are self-reported and unaudited. However, no other comprehensive source of FQHC data exists. Second, financial data in the UDS are complicated by the fact that revenues are reported on a cash accounting basis whereas costs are reported on an accrual basis. 4 This is likely to bias operating margins downward slightly, as costs will tend to be accurate, but revenues will not reflect pending charges not yet collected. However, there is no reason to suspect that this will differ systematically across centers.
Third, the requirement of a consumer majority limits the possibility of examining the effect of lower levels of consumer governance. As such, future studies should consider comparing FQHCs with other safety net providers that are not subject to a consumer governance requirement.
Finally, although a number of factors are controlled for at the county level using ARF data, it is important to note that the county and the community are not necessarily synonymous. For smaller FQHCs with perhaps a single delivery site, the community service area may actually be only a portion of the county. For large, multisite FQHCs, however, the service area may span multiple counties, and even cross state lines. Consequently, some relevant county-level factors affecting delivery sites lying outside the central county may not be completely controlled for in the study. However, to the extent that those factors are time invariant, the fixed-effects models will control for them. Future studies should consider alternative ways to account for the diversity of settings in which large FQHCs with multiple delivery sites operate.
Conclusion
When FQHCs were first established in 1965 as "neighborhood health centers," the rationale was that a confluence of poverty and racism had kept many Americans from accessing basic primary care. Ten years after their creation, the consumer governance requirement was implemented. Today, the problems of poverty and the lack of access to health care that motivated the creation of the first FQHCs remain, but the health care system has become increasingly complex, creating a challenging fiscal environment requiring fiscal expertise for effective governance.
Giving people from underserved communities a seat at the table will continue to be important as the country moves toward new models of care in an attempt to control costs, improve quality, and confront the social determinants of health. The issue is how such democratic notions are to be effectively implemented. Under the right conditions, there is no doubt that consumer trustees can have a positive impact on the organizations they govern. However, this study suggests that including consumers on the board may harm the FQHCs' operating margins, which is not a sound strategy for long-term organizational sustainability. Consequently, FQHC governing boards must find the right balance between the valuable input of consumers and the skills and expertise of professionals.
